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AMERICA’S ECONOMIC MISERY

Inflation continues to hammer Americans. Despite low unemployment levels, Americans across the country
report feeling economic pain.! When the United States experienced a period of double-digit inflation in the
1970’s, economist Arthur Okun created an economic indicator to measure the economic distress being felt by
Americans at the time.2 Dubbed the “misery index,” the indicator adds together the seasonally adjusted annual
inflation rate, the Consumer Price Index (CPI), to the unemployment rate.> No single economic indicator is
perfect or fully captures the complexity of all economic hardships. However, the original misery index accurately
captured Americans’ economic pain at the time of its inception when both inflation and unemployment were high.
Since then, economists have tweaked the index over the years to capture different indicators, such as real GDP
growth or bank-lending rates.*
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Considering this, a misery index that

A Revised Misery Index simultaneously captures the impacts of high
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60 inflation, low unemployment, and low labor
force participation would produce a broader
55 picture of the current economic reality. For

example, a revised misery index adding the
seasonally adjusted inflation rate to an inverse
of the employment-population ratio, which
captures both the high employment level and
45 the low labor force participation rate by
showing the number of people currently
40 employed as a share of the total working-age
population, would better capture the “misery”
felt from the current economic climate. ” As
the chart of the revised misery index shows,
Americans are feeling economic pain despite
low unemployment levels.

50

35

1962
1965
1968
1971
1974
1977
1980
1983
1986
1989
1992
1995
1998
2001
2004
2007
2010
2013
2016
2019
2022

Source: U.S. Bureau of Labor Statistics



See also RPC’s guide, entitled “Massive Spending Bill Will Fuel Inflation,” for more details on the “hidden tax”
of inflation.?

As the Federal Reserve moves to aggressively hike its interest rate target to curb inflation, unemployment could
rise as a consequence.® For example, when then-Chairman of the Federal Reserve Paul Volcker started raising the
interest rate target starting in the late 1970s and early 1980s, inflation was at over 14%.° After numerous rate
hikes, unemployment rose to 10.8% in late 1982, but inflation began to fall.!! To get this bout of inflation under
control, Americans may have to endure even more economic misery.
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